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Chamber of Deputies Approves 1996-98 Budget 
LD2706193795 Rome RAI Televideo Teletext 
in Italian 1907 GMT 27 Jun 95 


{FBIS Translated Text] The Chamber of Deputies has 
approved Prime Minister Lamberto Dini’s government's 
1996-98 budget with 248 votes in favor, 123 against, 
and 148 abstentions. 


The budget aims at implementing “tax federalism" 
while “significantly reducing the unemployment rate”, 
especially in the southern Italy. 

The budget gives priority to “the recovery of public 
finances” and to a “stable and non-inflationary economic 
growth.” 


‘Text’ of Budget 
9SES0297A Milan IL SOLE—24 ORE in Italian 
4 Jun 95 pp 3-4 


(FBIS Translated Text] We publish herewith the com- 
plete text of the Document of the Economic and Fi- 
nancial Program [DPEF] that outlines the strategy for 
the public finances during the years 1996-98. We have 
omitted only the two introductory chapters—which are 
devoted to an overview of the Italian and international 
economies—and the final chapter, which is an explana- 
tion of the budget of the state. The document was ap- 
proved Friday by the government and signed by Prime 
Minister and Minister of the Treasury Lamberto Dini, 
Budget Minister Rainer Masera, and Finance Minister 
Augusto Fantozzi. 


Program of Objectives of the Italian Economy for 
the Three-Year Period 1996-98 


The outlook for the Italian economy is generally pos- 
itive, despite some critical areas. The depreciation of 
the exchange rate, and the recovery of the world econ- 
omy, have provided a powerful stimulus for the de- 
velopment of our export trade that has been reflected 
in a substantial increase in industrial production and 
a Corresponding increase in the demand for expansion 
of production capacity. The existing pressures on costs 
have been intensified by factors deriving from the pres- 
sure that this increased demand for the means of pro- 
duction has exerted on production capacity. Pressures 
have developed—especially in the more economically 
advanced regions—hat have stimulated an increase in 
prices at the level of production. 


On the other hand, a dramatic situation in the labor 
inarket persists in many areas of the nation, with very 
high rates off unemployment that have reduced the 
prospects of a good life for an entire generation of our 
fellow citizens. 
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The fundamental objectives of our economic policy are 
accordingly oriented on the basis of three objectives: a) 
reorganization of the public finances; b) elimination of 
the inflationary drift of the economy; and c) reduction 
of the impact of unemployment in the depressed areas 
of the nation. These three objectives are consistent 
and integrated; they can be achieved only by pursuing 
them simultaneously with tenacity and determination 
and by having Italy follow through on a new course 
of economic and civil progress. 


The orientations of economic and financial policy that 
are set forth in this Document also serve as the guide- 
lines for the activities of the government during the 
coming months. They are also expressed as part of 
the obligation undertaken to achieve the objectives— 
outlined in the Maastricht agreements—that are prereq- 
uisite to membership in the Monetary Union of the Eu- 
ropean nations. These objectives relate to the manage- 
ment of budgetary policy and the public finances. 


Stable exchange rates at levels that are consistent 
with the basic values expressed by our economy— 
together with inflation rates and interest rates that are 
aligned with the average European rates—are the basic 
requirements that must be satisfied in connection with 
the management of our economic policy. 


A hypothetical macroeconomic table of reference (Ta- 
ble 3.2) has been constructed to illustrate the scenario 
that has been programmed for the public finances for the 
coming three-year period, including the economic strat- 
egy for 1996. This scenario—which has been approved 
by the principal forecasting institutions—indicates that 
in the three-year period 1996-98 the GDP could grow 
at a rate higher than that achieved in the principal Eu- 
ropean countries. In the present year and in 1996, the 
growth in real terms would be 3 percent and subse- 
quently increase to 3.1 percent in 1977 and 1978. The 
unemployment rate would gradually drop by half a per- 
centage point a year to 9.1 percent in 1998, compared to 
the 10.8 percent forecast for the current year. Inflation 
would decline from 4.7 percent in 1995 to 3.5 percent 
in 1996, 3.0 percent in 1997, and 2.5 percent in 1998. 


With regard to inflation, the government postulates that 
the current dynamic of prices—and the exchange rate 
for our currency—can be brought back onto a more or- 
derly track by virtue of the corrective intervention of the 
public finances that is proposed in this Document and 
also by virtue of the joint commitment that the govern- 
ment and the representatives of business and labor have 
undertaken with respect to developing nomina! income. 
This joint commitment—which is strengthened by the 
recent positive conclusion of the agreement on social 
security—upholds the agreement reached last Decem- 
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ber, which provides that the impact produced on the 
dynamic of domestic prices by any deterioration of the 
exchange rates will not automatically be translated into 
increases in nominal income. 


Income Policy 


Continuation of the income policy established in the 
agreements that were reached between the representa- 
tives of business and labor in 1992 and 1993 plays a 
strategic role in achieving the dual objective of devel- 
opment accompanied by containment of the inflationary 
pressures. The results achieved—in the form of wage 
increases that were in line with the programmed rates 
of inflation—attest to the validity of the recommenda- 
tions contained in the agreement of 23 July 1993. 


The structural change in the process of wage formation 
that was achieved in the aforementioned agreements 
has led—over the past two years—to elimination of 
the differential between the unit costs of labor in 
Italy and those in the principal competitor countries, 
thereby producing competition-generated earnings that 
have been enhanced by the depreciation of the exchange 
rate. 


The anticipated recovery of the external value of the 
lira will render an evolution of unit costs even more 
necessary in order to bring these costs into line with 
those in the competitor countries. In this context, the 
tules of income policy will be closely related to the 
macroeconomic compatibilities outlined for the next 
three-year period, and any potential deviations of the 
wage dynamic from the programmed rate of inflation 
should be the object of attentive consideration and 
negotiation between the representatives of business and 
labor with a view to emphasizing those policies that will 
increase employment, especially in the southern areas of 
the nation. 


Containment of the dynamic of remuneration-- 
accompanied by a policy of granting wage increases 
that are differentiated on the basis of vocation, sector of 
the economy, and geographical area—continues to be 
the basic instrumentality for reestablishing an upward 
trend [preceding word in English] in the demand for 
labor and for facilitating the expansion of production 
Capacity in those areas whose development is charac- 
terized by structural retardation. It will be especially 
important during the coming three-year period to 
achieve greater flexibility in the conditions specified in 
labor contracts in sectors that in accordance with the 
prescriptions of the EU —-among other things—will 
be interested in reducing the concessions heretofore 
granted in connection with the cost of labor. 
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This policy should be accompanied by large investments 
in infrastructure; modernization of the public adminis- 
iration; and specific intervention—in accordance with 
the EC guidelines—in support of private business and 
employment, by utilizing the substantial resources avail- 
able under the system of cofinancing (concerning these 
subjects, see Chapter 7). 


Conditions for the Reentry Into Europe; the 
Exchange Rates; and the European Union 


In accordance with its exercise of the Europsan option, 
the government reaffirms—with complete conviction— 
its intention to pursue the principles established in the 
Maastricht Treaty. The progress of the public finances 
described in the preceding section, together with the 
exercise of a policy of “reasonable stability” of nominal 
income—a policy whose implementation is entrusted 
to cooperation among the government, business, and 
labor—will enable the exchange rates for the lira against 
the other currencies to be stabilized at values less 
depressed than the current values. The interest rates 
on medium- and long-term bonds will stabilize at 
nominal values that are lower than the current values 
and will become more independent of the short-term 
interest rates that are established in order to achieve the 
objectives of monetary policy. The dynamic of domestic 
prices can then be reduced, so that they will be below 
those forecast for 1995 and approach the average of 
prices in the other European countries. 


Reform of the public finances, and stability of monetary 
income, are the two principal pillars for the convergence 
of the Italian economy toward the European Union. 


Observance of the conditions for membership that are 
established in the Treaty is especially binding on our 
country. Significant progress has been made in the past 
several years, particularly in respect to reducing inflation 
and controlling the government deficits. If we check on 
our “performance” [preceding word in English) in 1994 
with regard to the Maastricht criteria, however, we see 
that some important discrepancies remain: 


1. Our inflation rate in 1994 was 3.9 percent, compared 
to an average rate of 2 percent in the three countries 
that achieved the best results. 


2. The lira is still outside the European Monetary System 
{EMS). 


3. Our long-term interest rate was 10.6 percent, com- 
pared to an average of 7 percent in the three countries 
that achieved the best results with respect to inflation. 


4. The net indebtedness of the public administration 
amounted to 9 percent of the GDP, compared to the 
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4.9 percent average for the other countries and the 3 
percent Maastricht standard. 


5. The debt of the public administration expressed 
as a percentage of the GDP was almost double the 
Maastricht standard of 60 percent. The average for the 
other countries was 71.4 percent. 


The economic policy of the government is accordingly 
directed toward fulfilling the conditions for full partici- 
pation in the third phase of the Economic and Monetary 
Union. 

The question of the reentry of the lira into the EMS 
is placed in this general context. The advisability of a 
reentry is indicated n™ only by the need to fulfill the 
institutional requirement that member countries remain 
in the EMS for two years preceding the passage to 
the third phase of the Monetary Union but also by the 
conviction that such a return can help to restore the 
exchange value of the lira and the interest rates to levels 
that reflect the nation’s true situation. Experience has 
taught that it is not institutional schedules that determine 
the basic decisions made by nations but rather the 
realities of their economies, and the coming decisions on 
economic policy should serve to confirm—in a decisive 
and irreversible manner—lItaly’s ccnvergence toward 
the Maastricht criteria. 


Objectives of the Public Finances 


Budgetary policy in Italy, for at least the past four years, 
has been oriented toward correction of the imbalances 
in the public finances, as a result of of the restraints im- 
posed by Europe and by the financial markets together 
with the development of better judgment and a better un- 
derstanding of the need for political action. Beginning 
in the summer of 1992, actions were taken that initially 
slowed the growth of the deficit in the government's 
accounts and subsequently began to reduce spending in 
the state sector and thereby reduce the deficit in the ac- 
counts of the various organs of government. This effort 
to control spending was apparently interrupted between 
1993 and 1994 by the recession, which caused a signif- 
icant decline in revenue. 


New Objectives; Comparison With the Preceding 
DPEF 


As previously noted, the new estimates for 1995 indicate 
a significant increase in the primary surplus (from 17.6 
trillion lire in 1994 to all of 60 trillion in 1995, equal to 
4.2 percent of the GDP) and a corresponding reduction 
in overall requirements for spending from the figures for 
1994. They also indicate a reduction—by the end of this 
year—in the ratio between the debt of the state sector 
and the GDP from the 1994 figure of 124.3 percent 
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of the GDP to 123.8 percent in 1995—the first such 
reduction in our nation’s recent economic history. 


The forecasts of trends for 1996 indicate—as previously 
noted—that in the absence of corrective intervention, 
the requirements for spending in the state sector would 
increase to approximately 143.5 trillion lire, with sub- 
sequent increases in 1997 and 1998. 


The objectives of the preceding DPEF indicated an 
increase in the primary surplus to 54.4 trillion lire in 
1996 and 77.55 trillion in 1997, and a reduction in 
spending requirements to 120.9 trillion lire in 1996 and 
106.95 trillion in 1997, together with an anticipated 
corrective intervention for 1996 of 35 trillion lire, 
also intended to compensate for the anticipated loss of 
revenue. 


Given the improved economic picture and the results 
obtained from the February corrective intervention, the 
objectives of the public finances that the previous DPEF 
proposed for the :hrce-year period 1996-98 can be rein- 
forced while aiso maintaining substantially unchanged 
the total amount of the corrective interventions that were 
proposed a year ago for 1996. This option is also en- 
hanced by the opportunity it affords for the public fi- 
nances to provide a corrective intervention to match the 
interventions adopted by the monetary authorities for 
the purpose of curbing inflation. It finds further justifi- 
cation in the context of the efforts to obtain access to 


the European Union. 


The objectives proposed for the three-year period 1996- 
98 (see Table 6.2) anticipate a movement in the primary 
surplus that will bring overall spending requirements 
in the state sector to the equivalent of 3 percent of 
the GDP by 1998, in line with the prescriptions in the 
Maastricht treaty. This figure would evolve from 7.4 
percent in 1995 to 5.8 percent in 1996, 4.4 percent in 
1997, and 3.0 percent in 1998. The deb: of the state 
sector would decline correspondingly, to the equivalent 
of 115.4 percent of the GDP. 


Established in this manner, these objectives require an 
overall corrective intervention—on the revenue and the 
spending side—of approximately 84.6 trillion lire for 
the three-year period 1996-98, 32.5 trillion lire of which 
relates to 1996. The formula for reducing shortiall in 
spending requirements is accordingly divided between 
16.5 trillion lire in the form of increased revenue and 
16 trillion in the form of cuts in spending. The ob- 
jective for 1996 is to maintain the rate of growth of 
current expenditure—after making allowance for inter- 
est payments-—within the programmed rate of inflation, 
and to ensure a rate of growth in spending on the capital 
account that is equal to the rate of growth forecast for 
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the national revenues, calculated in nominal terms. Inas- 
much as the deficit in the social security accounts (INPS 
{National Agency for Social Security] and non-INPS) is 
a Caarge on the budget and on the state treasury that is 
expected to grow by approximately 9 percent, achiev- 
ing this objective will require strong intervention with 
respect to all the other expenses. 

The objective of the government's action with regard to 
revenue is to maintain fiscal pressure during the coming 
three-year period at the 1995 level, which is close to 
the level of 1993—the year in which the permanent 
and temporary effects of the corrective intervention 
carried out in 1992 were concentrated. To this end— 
and in order to compensate for the losses in revenue 
that could be experienced in 1996 because of the 
failure of the temporary effects of last year’s financial 
intervention—an attempt will be made next year to 
obtain approximately 16.5 trillion lire in compensatory 
revenue, 15 trillion of which would be in the form of 
direct and indirect taxes. 


Pension Reform 


The social security reform bill now being debated in 
Parliament proposes a revision of the current system 
with respect to a) the eligibility requirements for a 
pension; b) the rules for computing benefits; and c) the 
universe of potential recipients. 

To facilitate its amendment, this measure has been made 
an annex to the budget bill covering the three-year 
period 1995-97. 


It proposes reductions—totaling at least 100 trillion 
lire—in the projected increases in spending during the 
10-year period 1996-2005. 


For the years 1995-1997, the anticipated savings are 
greater than those contained in the budget for the 
current year, and at the time the budget bill is approved 
can be subjected to further reductions in the spending 
programmed for 1996. 


Concerning the proposal for structural reform, it is 
vbserved that the new method of calculating the benefit 
(the contributory method) takes into consideration— 
as an essential element for computing the benefit— 
the life expectancy of the pensioner at the age of 
retirement, thereby rendering the social security system 
indifferent to individual decisions concerning the age 
at which a person retires. If the contributory method 
is applied consistently, over the long term it will 
provide financial equilibrium for the social security 
sysiem based on a contributory share of 34 percent. 
It should be emphasized that the use of a rate of 
Capitalization equal to the rate of growth of the nominal 
GDP does not change this result if—in accordance with 
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an empirical custom established for decades—ihe share 
of the national income represented by the income from 
labor remains substantially constant over time. 


Concerning the level of spending on pensions that 
the new method might produce, it should be empha- 
sized that the existing legislation, if fully utilized, 
could also—given the possibility of old-age pensions— 
produce real rates of yield greater than the rates of 
growth of the GDP and therefore potentially unsustain- 
able levels of spending that are substantially higher than 
those forecast to occur under the contributive method. 
The new system could also benefit from raising the age 
of compuisory education. 

Concerning the management of the transitional period, 
the reform bill provides for gradually raising the ef- 
fective age of eligibility for the pension on the part of 
private and public employees and self-employed work- 
ers. This is a necessary form of intervention that might 
even be accelerated during consideration of the bill by 
Parliament. 


Interventions on the Spending Side 


With regard to spending, the programmed interventions 
(which will be described in greater detail in the follow- 
ing Section 9) provide for: 

a. Action to reorganize the Civil Service with a view 
to eliminating waste, duplication, and nonessential ser- 
vices. 


b. Strengthening of the action to rationalize spending in 
the departments of the central administration and also 
those of the local administrations. 


c. Continuation of the freeze on hiring, and strengthen- 
ing of the public-sector institutions that possess mobil- 
ity. 

d. Revision of all programs involving transfers to insti- 
tutions outside the public sector, with the objective of 
strengthening the contribution of users toward financing 
the cost of their activities. 

¢. Maintenance of a ceiling on the growth of public- 
sector wages and salaries, for which no increases are 
provided in 1996 other than those stipulated in the 
contract renewal for the period 1994-96. 


f. Application of overall budget restraints on the main 
centers of expense and activity in the central adminis- 
tration, in order to maximize the responsibilities of the 
public management with respect to the | percent limita- 
tion on growth that was established in Decree-Law No. 
41/95. 


g. Interventions with regard to health-care spending that 
are intended to bring about a structural reduction in the 
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ability to spend down to a level compatible with the 
total revenue received in the form of transfers from the 
State and the contributions of users. 


h. Interventiors for the purpose of limiting transfers to 


the large public-service enterprises such as the postal 
service, railways, and local transit. 


Interventions on the Revenue Side 


Tax policy during the coming three-year period will 
be oriented primarily toward the recovery of taxable 
income that until now has avoided taxation, and the 
effort to combat tax evasion will be continued. Although 
incisive structural measures involving the entire tax 
system will also be introduced, the system will not be 
distorted but will in fact retain the characteristics of the 
tax systems of the other principal countries. 


Business taxes, and taxes on the profits of financial ac- 
tivities, will be rationalized. The procedure for reclaim- 
ing taxable income will be subjected to several norma- 
tive corrections designed to better define taxable income 
as such, primarily by refining the method of inductive 
audits based on studies of individual sectors. 


The work of simplification will be continued and 
intensified, both by abolishing some minor taxes and 
by reducing and merging tax obligations as a means of 
assisting the taxpayer. 


Restructuration of the VAT rate schedule will be 
completed, in order to give it the definitive structure 
stipulated in the EC directives while bearing in mind 
the necessity of limiting its influence on inflation. In 
line with the strategies -ecommended by the EU, tax 
policy will incorporate protection of the environment 
as a basic objective, and consideration will be given to 
the possibility of introducing forms of taxation linked to 
costs that allegedly result from the use of environmental 
resources. 


In the negotiations relative to the EU, the efforts 
to harmonize the taxation of profits derived from 
financial activities—and to delineate the definitive VAT 
schedule—will be continued and intensified. 


In 1996 the interventions will be designed primarily to 
reclaim taxable incame, especially by continuing the 
aforementioned task of refining the inductive auditing 
methods. Significant increases in revenue will derive 
from the indirect taxes, which will be accompanied 
by interventions that will make it possible to restrain 
the effects on prices. Important improvements on the 
revenue side can be made in the gaming and State 
Monopoly sector. 
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Pursuant to Article 3, Subsection 4, of Law No. 468/ 
78, as amended by Law No. 362/88, the measures that 
will implement the previously programmed measures 
designed to correct the situation predicted for the public 
finances—in accordance with the policy lines indicated 
in the preceding paragraphs—will also be linked to the 
corrective intervention that will be taken concerning the 
public finances for 1996 and the period 1996-98. 

This corrective intervention is in turn linked to the bill 
providing for reform of the pension system that the 
government previously introduced last 17 May (A.C. 
2549), which is described in detail in Paragraph 6.2. 


A Policy for Investment and for Employment 


To meet the goal of a 3 percent increase in revenue 
in 1996, it is estimated that overall investments (both 
public and private) must grow ai a rate of at least 6 
percent. 

The persistence of a difficult financial situation has led 
in recent years to a reduction of government intervention 
in support of these investments, leading to the creation 
of an insufficiency of social structures. The shortage of 
funds is intensified by the “inefficiency” of the public 
management, which has not succeeded in completely 
utilizing the available funds. The present condition 
of the public finances is not yet such as to allow 
abandonment of the standards of caution and rigor that 
apply to investments. The government will accordingly 
concentrate its attention in four different areas: 


1. Removal of the procedural obstacles that hinder the 
rapid and efficient utilization of the available financial 
resources. 

2. Creation of conditions that will induce private capital 
to invest in the production of goods that can be “sold” 
on the market to individual citizens. 

3. Acquisition of instruments of administration and in- 
tervention that will faciiitate attainment of the afore- 
mentioned goals. 


4. Interventions that will provide support for the de- 
pressed areas and reform the state institutions that reg- 
ulate the labor market. 


It should be noted that among the measures whose 
progress in Parliament has been delayed because of 
complications are a number of initiatives concerning the 
sectors of electric power production, railroad infrastruc- 
tures, hospital facilities, and rest homes—initiatives all 
of which are provided with financing and the custom- 
ary executive planning. These initiatives—which alone 
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front the problem during one or more sessions of the 
Conference of the State and Regions and take action to 
resolve it, possibly by naving the central state orgaas 


A second opportunity to accelerate spending for invest- 
ment is provided by the possibility of finding fresh fi- 
nancial resources without making them a cl.arge on the 
budget of the state. This would be done by involving 
private capital in the production of goods and services 
that are traditionally produced with public financing. 


cerning individual communities (parking facilities, sub- 
ways, local transit, water treatment, and the 

of museums and artistic properties in get..>4l). The key- 
stone of such participation (which by current estimate 
would involve a volume of investment of no less than 
40 trillion lire in the coming three-year period) is the 
elaboration of financial plans (project financing) (pre- 


a concession, thereby giving the private sector the bur- 
den of providing all or part of the necessary capital up 


Moreover, 3 trillion lire worth of highway projects 
throughout the national territory need to be completed. 
In these cases, ccnsideration will be given to the 
possibility of authorizing the ANAS to obtain the 
necessary loans, making the burden of amortization a 


There are approximately 12,000 of these requests for a 
overall investments of a total value of 


. 
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in their efforts to expand. Their asset structure will be 
be able to provide financing on easy terms that has 
heretofore been held ia abeyance. These measures will 
moreover make it possible to activate—in the amount of 
at least 2 trillion lire—the EU structural funds that have 
been destined for the indusizial axis of the Community 
Support Cadres. 

Decree-Law No. 123 and the decisions of the CIPE 
{Interministerial Committee for Economic Planning) 
have also established the conditions for initiating the 
operative phase of the procedures for new industrial 
incentives in the depressed areas (Objective 1: Southern 
Italy; Objectives 2 and Sb: South Central Italy). The 
budgetary allocation of 2 trillion lire can activate 
investments totaling between 6 and 6.5 trillion. 
Arucle 1 of DL 123 establishes the regulations for 
a new system that will provide for the automatic 
allocation of industrial incentives by deducting the 
subsidies from the tax accounts of the beneficiary 
companies. Based on the allocation that the CIPE 
has determined for these incentives, it is anticipated 
that sufficient subsidies can be provided to activate 
investments totaling approximately 10 trillion lire. The 
sums destined for investment in infrastructures will 
make it possible to activate projects totaling more than 
10.5 trillion lire by utiliziing EC funds of up to 4 trillion 
lire. 

In conclusion, it is possible to forecast the prompt 
implementation of the complex of initiatives set forth 
in the foregoing three sections, which in the three-year 
period 1995-97 will create more than 100,000 jobs per 
year, 50 percent of which will be in the south. 


In addition to the interventions specifically designed to 
stimulate investments, the policy of support for employ- 
ment will concentrate its innovative interventions on the 
labor market in order to free it from the rigidity and 
constraints that combine to maintain an unacceptable 
dualism at the various levels of employment throughout 
the nation. The regulations that place restrictions on in- 
dependent professional activities will also be revised. 
A new system will be instituted for temporary labor, 
term contracts, and part-time labor. Persons dismissed 
from the labor market will be assisted by reemploying 
them in socially useful occupations. The defense of the 
national territory, protection of the environment, and 
organization of the protected areas will offer significant 
opportunities in this connection. The state monopoly 
over employment services will be replaced by *» more 
flexible system and job placement structures that are 
more decentralized and efficient, in order to help bring 
supply and demand together in the labor market. 


~ 
= 
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forms of BC financing can be quickly and fully acti- 
vated even in cases such as these. 


To facilitate the creation of new jobs in the depressed 
areas of the nation, the 
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involving companies that the Treasury controls. In 1994 
the Treasury Ministry directly conducted two complex 
privatization transactions represented by the sale of the 
initial blocks of stock in the IMI [Italian Institute for 


of the IMI shares (27.64 percent of the capital stock) 
and more than 4.3 trillion lire from the sale of the INA 
shares (47.25 percent of the capital stock). 


The IRI Spa jiasutute for In tustnal Reconstruction] has 


2 
I 
2 


ith the provisions of Article 2 of 
minister recently issued the 
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> Italian and foreign 
seus dite. (ihe cab Maine te Gp at 
stock have been prescribed for the EN! and ENEL.) 


In selling the services of public utilives or other ac- 
tivities deemed to be of straiegic importance, the Ital- 
ian Government—in keeping with the experience of 
the other countries—<can use special powers and also 
build a stable group of shareholders. The Italian finan- 
cial market will accordingly be faced with the challenge 
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of rapidly absorbing an impressive fiow of new issues 
of stock. In this context, the banking foundations—as 
well as the pension funds—could play a role of great 
importance if they follow the recommendations of the 
treasury minister with respect to divestiture of the bank 
stock they hold. |: this way, they will on the one hand 
generate funds tha can be used—in the same way as the 
true institutional investors-—io acquire small blocks of 
stock in the privatized companies, and on the other hand 
play a role in the privatization process that is both im- 
portant in its dimensions and authentic in its purposes. 
The government will introduce measures designed to 
speed up the divestitures of real property, including 
tax incentives and regulations that will permit the 
development of new forms of intermediation for real 
property. 

The privatization operations can also benefit by issuing 
government bonds with special characteristics that will 
make it possible to overcome the dimensional limita- 
tions of the financial market and accelerate the process 
of building up the fund for the amortization of the pub- 
lic debt. 

Policies for Intervention in Certain Sectors 

The governmental and administrative activities of a 
structure as complex as the Italian statc cannot be thor- 
oughly represented in ali of their aspects. The following 
section presents only some of the interventions that are 
important for achieving the objective of correcting the 
imbalances in the public finances. 


Campaign Against Tax Evasion, and sectora) 
Studies 


An important contribution to revenues can result fiom 
the retrieval of taxable income from small businessper- 
sons and self-employed workers who are currently inter- 
ested in the composition agreement, and from an inten- 
sification of audits. In this context the results should be 
programmed on a multiyear basis, while avoiding use- 
less conflicts with taxpayers and carefully calibrating 
the quality of the interventions. For 1996, the forecasts 
already formulated by the previous government are con- 
firmed; they call for the collection of 4 trillion lire in 
revenue under the terms of the composition agreement. 
These results can be obtained when the initial sectoral 
studie: are introduced. 


The sectoral studies represent the government's priority 
commitment with respect to inductive audits of income 
derived from business activity and self-employment. 
This method is based on information deduced from the 
declarations of income (and therefore already entered 





is report may contain ‘ opynghted matenal. and di 
is protibited without permission of the copyright owners. 











FBIS-WEU-95-126-S 
WW June 1995 


in the taxpayers” register) relative to bookkeeping and 
dimensional data (inventory, acquisitions, depreciation, 
rent. capital goods, personnel, area of premises, energy 
consumption) and to other non-accountancy data that 
sc Characteristic of the activities in question. 


in consultation with the concerned categories—will 
guide taxpayers in making their declarations with re- 
spect to the parameters that are characteristic of their 
particular categories. It will also enable the Internal Rev- 
enue Service to ori¢.i each audit and will lead to a com- 
position or— ‘f litigation is initiated—io a settlement. 


The governr@*!’s activities with respect to audits will 
be stepped uf »i¢ oriented primarily toward general 
aadits of taig:.rei» im or middle-to-upper tax brackets. 
Strengthening thes. actives will result in benefits from 
the interventions wai are designed to rationalize and 
improve the efficiency of the financial administration. 


Fiaancial Autonomy for Regions and Local 
Governments Versus Fiscal Federalism 


The governmental decision-making structure in our 
country remains too centralized, and the financing of 
the decentralized governments—particularly those of 
the regions—is still too dependent on transfers that are 
a charge on the state budget. Greater financial auton- 
omy has become necessary, and for the regions most of 
all. Elements of “fiscal federalism” will be introduced 
in conjunction with a strategy designed to redefine the 
rules that govers transfers from the state and the func- 
tions of regions and local governments, with the ob- 
jective of strengthening their financial autonomy while 
rigorously complying with the budgetary restraints. 


Some budget-related taxes can be transferred to the re- 
gions in the immediate future, and it appears advisable 
to develop a new tax to replace the present system of fi- 
nancing the health services. Intervention will take place 
with respect to the communities and the provinces in or- 
der to rationalize certain problematic aspects of the ex- 
isting taxes ((he ICI [Municipal Real Estate Tax}, Tosap 
{expansion unknown], Tarsu [expansion unknown}, and 
the tax on advertising) and allow greater flexibility in the 
determination of these taxes. Mechanisms wil! be intro- 
duced into the transfers from the state thai will provide 
incentives for local governments to ensure adequate lev- 
cls of financing for their services through the medium 
of the rate structures, among others, and greater rigor 
and timeliness in the administration of the existing local 
taxes. 
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Reform of the State Budget 


The current structure of the state budget can be e*icc- 
tively corrected on the basis of a series of studies and 
proposals that have been fully discussed in various sci- 
entific and institutional venues. The objectives «if the 
reform should be: a) to heighten the effectiveness of the 
parliamentary decisions with respect to the budget by re- 
ducing the number of “items” on which the Parliament 
is required to vote; and b) to make the structure of the 
budget compatible with the goa! of fixing responsibility 
on the respective managers or administrators for man- 
aging the funds allocated to the various public projects 
or other objects of spending. The structure of the budget 
will therefore become more compact and synthetic for 
the purposes of political decision-making and more an- 
alytic for the purposes of management and regulation. 
Actions To Restore Efficiency to the Public Services 
A significant contribution to the policy of containment 
of spending will derive from rationalization of the 
processes involved in the production of services and 
in governmental activity. To this ena, the following 
interventions are envisioned: 

a. Simplification of administrative procedures: in a re- 
cent bill, the government requested authority to simplify 
more than 100 administrative procedures. The Depart- 
ment of Governmental Operaons has under study a 
number of other initiatives designed to simplify or elim- 
inate useless functions. 


b. Reorganization of the cabinet ministries and govern- 
mental agencies, in accordance with the procedure pre- 
scribed for measures designed to reform the civil ser- 
vice. 

c. Establishment of a Uniform Computerized Network 
for the purpose of reducing duplication, developing 
systems for managerial control, transmitting government 
documents via telecommunications, and installing and 
expanding the system for the electronic transmission of 
orders of paymeni. 


d. Creation of a structure in the Tyeasury Ministry 
that will monitor and identify situations of waste and 
inefficiency in the production of services that are of 
interest to the central and local governments. 


e. The decisive use of mobility—including voluntary 
mobility—as a tool; increased flexibility in the organi- 
zational powers of individual gowerament offices; and 
the utilization of part-time [preceding word in English] 
employment. 


f. Delegation to the individual managers of responsibil- 


ity for spending funds authorized in the budget [preced- 
ing word in English). 
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In the education sector, savings are anticipated from in- 
tervention in the form of rationalization and comtainment 


activities and thereby contribute to the more efficient 
uuilizauon of educational funds by reducing “adminis- 


insutuuions. Spending on education can be provided by 
maintaining the same level of expenditure as in 1995. 


In the university sector, the “budget” [preceding word 
in English) financing that was initiated in the 1994 
budget has motivated the universives to adopt measures 
for i rationalization that will make it possibie 
~ 


e 
FE 


: 
L 
3 


tH 
he 
it 
' i 
HH 


; 
; 
| 


ITALY 


FBIS-WEU-9S5-126-S 

3 June 1995 
Finaacing for Various Institutions and Agencies 
The budget of the state provides financial support to 


construction of the new defense model. 


c. A gradual restructuring of the military personnel. 
d. More efficient management of the operational spen.|- 


2 


¢ Reorganizavon and sale of rea, property through the 
medium of the new instrumentalities provided for the 


privauzavon of state-owned real property. 
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Table 6.1. Effect of the Corrective Interventions (in trillions of lire) 







































































Indicator Date 1995 1996 1997 1998 
Potenual spending June 1995 130.0 143.5 150.5 152.5 
requirements 
Programmed July 1994 138.6 120.9 107.0 _ 
spending 
requ‘tements 
Potential primary June 1995 60.0 47.5 44.5 40.5 
surplus 
Programmed July 1994 34.1 54.4 77.6 _ 
primary surplus 
Potential debUGDP June 1995 123.8 124.5 125.2 125.7 
Programmed deb July 1994 124.2 123.5 1216 os 
GDP 

Table 6.2. Financial Objectives and Corrective Interventions (figures in trillions of lire) 
Indicator Date 1995 1996 1997 1998 
Programmed July 1994 138.6 120.9 107.0 _ 
spending 
requirements 
Programmed June 1995 130.0 109.4 87.6 63.1 
spendiag 
requirements 
Programmed July 1994 34.1 54.4 77.6 
primary surplus 
Programmed June 1995 60.0 80.0 104.0 125.1 
primary surplus 
Corrective July 1994 45.0 35.0 19.0 — 
intervention 
Corrective June 1995 — 32.5 27.0 25.1 
intervention 
Dett as percentage July 1994 124.2 123.5 121.6 — 
of GDP 
Debt as percentage June 1995 123.8 122 119.3 115.4 
of GDP 























Corrective Intervention for 1996: State Sector (figures in trillions of lire and in percentages of GDP) 














Indicator 1994 1995 1996:Potential 1996: V ariation 1996: Programmed 
Total revenues 515.513 572.4 588.52 16.3 605.05 
—Percentage 31.41 32.54 31.42 0.88 32.31 
—Current revenues 508.377 561.69 587.02 16.53 603.55 
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—From taxes 407.916 461.56 479.71 15 494.71 
—As capital 7.136 10.71 1.5 oo 1.5 
Net interest payment 482.216 498.74 $31.76 -16 $15.76 
—Percentage 29.38 28.36 28.39 -0.85 27.54 
—Current 450.627 461.6 492.23 -16 476.23 
—As capital 31.689 37.14 39.53 _ 39.53 
Result of financial -15.663 -13.66 -9.29 = -9.29 
Operations 

—Percentage -0.95 -0.78 -0.S _ 0.5 
Current surplus or 114.951 -89.91 96.18 +34.1 62.08 
deficit 

—Percentage -7 5.11 5.14 +1.82 -3.31 
Primary surplus 17.634 60 47.47 32.53 80 
—Percentage 1.07 3.41 2.53 1.74 4.27 
Interest 172.801 190 190.97 -1.57 189.4 
—Percentage 10.53 10.8 10.19 -0.08 10.11 
Spending 155.167 130 143.5 4.1 -109.4 
requirements 

—Percentage 9.46 7.39 7.66 -1.82 5.84 
Divestitures 5.921 10 _— 10 10 
Debt 2,039,383 2.178.079 2.331.324 -44.312 2.287.012 
—Percentage 124.27 123.84 124.48 -2.36 122.12 
GDP 1,641.105 1,758.844 1.872.829 _ _ 























Potential and Programmatic Table: State Sector (figures in trillions of lire and in percentages of GDP) 












































Indicator 1995 1996 1997 1998 
Potential primary surplus 60 47.47 44.5 40.5 
—Percentage 3.41 2.53 2.24 1.93 
Potential interest 190 190.97 195 193 
—Percentage 10.8 10.2 9.82 9.19 
Overall potential 130 143.5 150.5 152.5 
spending requirements 

—Percentage 7.39 7.66 7.68 7.26 
Programmed primary 60 80 104 125.1 
surplus 

—Percentage 3.41 4.27 $.23 5.96 
Programmed interest 190 189.4 191.6 188.2 
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1995 1996 1997 1998 
10.8 10.11 9.64 8.96 
Overall programmed 130 109.4 8746 63.1 
spending requirements 
7.39 5.34 441 3.01 
Potential primary surphus — 32.53 59.5 84.6 
Programmed primary _ 1.74% 2.99% 4.03% 
Structural corrective 32.53 26.97 25.1 
a 1.74 1.36 12 
1,758.844 1,872.829 1,986.714 2,099.342 
Debt as percentage of 123.84 122.12 119.26 115.39 
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